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Professional Standards —
Where the Action Is
The AICPA established three basic objectives for the
PCPS:
■ To improve the quality of services to private companies;
■ To establish an effective system of self-regulation, in
cluding peer reviews;
■ To provide a better means for member firms to make
known their views on professional matters, including the
establishment of technical standards.
The third objective, input on professional matters, has
been a major focus of the Executive Committee’s activities
from the outset. Many believe that such input represents
the PCPS’s most significant contribution to its members,
and to the profession.
To make certain nothing slips through the cracks the
Section recently established a Technical Issues Committee,
charged with monitoring issues in the domain of the
Institute’s standard-setting committees and, where appro
priate, providing forceful and persuasive recommendations
on behalf of the PCPS.
The committee will have its hands full. The Executive
Committee has referred 13 specific issues to it for monitor
ing and evaluation, including the proposed use of current
value in personal financial statements, internal accounting
control in small businesses, and accounting for deferred
taxes and leases. And new issues are emerging continually.
Where practical, the Technical Issues Committee will,
as the Executive Committee has in the past, call on special
task forces organized at the state level to study specific
issues intensively and develop recommendations. Your
committees will need the continuing input and support of
PCPS members in order to maximize their effectiveness in
your behalf.
But even without a separate committee to concen
trate on technical issues, the Executive Committee has
been active and effective in this area. Sometimes the
committee raised vital issues which might otherwise have
gone unnoticed; on other occasions it added its considerable
support and influence to those members of the standard
setting committees whose positions were similar to those of
the Section. Generally, the committees were receptive and
responsive to the Section’s views and in most cases (but
not all) they adopted all or part of the PCPS recommen
dations. Here is a summary of some of the issues in which
the Section has intervened.
ACCOUNTING STANDARDS. The PCPS urged that
private companies be exempted from unnecessary dis-

Continued on page 3

Peer Reviews Gather Momentum ,
In the spring of 1979, the PCPS issued its Peer Review
Manual, containing detailed standards, procedures, guide
lines and checklists for reviewers and firms undergoing
reviews. The Section also announced that all member
firms are required to have peer reviews by June 30, 1982,
or three years after joining, whichever is later.
The PCPS Peer Review Committee and staff are
preparing for an active 1980 review year, roughly defined
as April 1980 through January 1981. While just 10
reviews were docketed for 1979, many more are already
scheduled tentatively for 1980. Several hundred reviews
may actually be conducted, partly because of a recent
arrangement with the SEC Practice Section under which
the PCPS will provide administrative support for reviews
of firms that are members of both sections and have fewer
than 5 SEC clients. The peak year, however, will probably
be 1981, and the Peer Review Committee urges member
firms to schedule their reviews in 1980 to avoid last minute
pressures and to assure a choice of convenient dates.
Firms that have already been reviewed, either by
PCPS or under a similar program, have experienced a
number of positive results. The review gives a firm
confidence in its own quality control policies and
procedures. It gives the staff and potential employees
assurance that the firm is serious about having a quality
practice. It gives clients assurance that they are being
served by a quality firm that is willing to subject its practice
to a review by peers. And the reviewers, in addition to
submitting their formal evaluation of the firm’s quality
control system, often offer constructive comments on
practice management. These comments do not become
part of the AICPA files, but they can benefit the reviewed
firm in a number of ways.
The purpose of the peer review program is to assist
a firm in maintaining a quality practice. A peer review
should be considered a constructive service to the firm
rather than merely a formal requirement. The benefits of
a peer review are real and substantial, and the only way
a firm can get them this year is to have its peer review
conducted in 1980.
REVIEW OPTIONS

Peer reviews may be conducted by teams appointed
by the Peer Review Committee, by another PCPS member
firm, or by teams appointed by state societies or associa
tions of CPA firms whose review programs have been
approved by the PCPS. So far, most firms have chosen
committee-appointed review teams. About 1,000 CPAs
have indicated a willingness to accept such assignments.
Continued on page 5
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How To Make Your Views Heard
Members of the AICPA’s standards-setting committees
are frequently amazed by the lack of response to their
exposure drafts. The PCPS urges its member firms, and
their personnel and clients, to respond individually to
drafts in which they have a special interest. Your response
need not be lengthy, but it should emphasize the reasoning
behind your views rather than merely presenting a state
ment of your position. Each issue of the Journal of
Accountancy lists most of the outstanding exposure drafts.
PCPS committees will actively study these drafts and
the Section will respond whenever its members’ particular
interests appear to be at stake. Your own individual
responses will reinforce these activities. It may help if you
identify your comments as those of a PCPS member firm.
The Section tries to monitor current developments
throughout the profession so that its recommendations can
be effective before the exposure draft stage. The PCPS
Executive Committee urges all members to contact it, or
the Technical Issues Committee, on any professional issue
in which the PCPS should take an active interest. The
Committees will welcome your views not only on emerging
issues, but also on issues that should be emerging.
To communicate with a PCPS committee you may
write to it in care of the Director, Private Companies
Practice Section, American Institute of CPAs, 1211 Avenue
of the Americas, New York, NY 10036. Also, each
member of the Executive Committee has accepted
responsibility for liaison with PCPS members in
certain states. Members are encouraged to communicate
directly with their representatives on the Executive
Committee. Here are their names and addresses, sequenced
according to their state liaison responsibilities:
Jack R. Lesher, Kuntz Lesher
Siegrist Martini & Associates, 1085 Manheim Pike, Lan
caster PA 17604. DC DE MD: Harry M. Linowes, Leopold
& Linowes, 1120 Connecticut Avenue NW, Washington DC
20036. NY VT: Richard B. McCormick, Lathan Lumsden
McCormick and Co., 120 Delaware Avenue, Buffalo NY
14202. CT RI: Robert S. Siskin, Siskin Shapiro& Company,
33 Lewis Street, Hartford CT 06103. MA ME NH: D. Harold
Sullivan, Sullivan Bille & Company, 500 Clark Road,
Tewksbury MA 01876.
NORTHEAST. NJ PA:

Dale M. Blocher, 324 Royal Palm Way,
Palm Beach FL 33408. KY TN: W. Thomas Cooper, Jr.,
Frerman & Smiley, 621 West Main Street, Louisville KY
40202. SC GA: Francis A. Humphries, Gamble Humphries
Givens & Moody, 205 King Street, Charleston SC 29401.
AL LA MS: James W. Thokey, Bourgeois Bennett Thokey
& Hickey, 925 Hibernia Bank Building, New Orleans LA
70112. NC VA WV: Robert F. Warwick, Lowrimore Warwick
& Co., 321 North Front Street, P.O. Box 661, Wilmington
NC 28401.

SOUTH. FL PR VI:

MIDWEST. MN ND Wl: Duane W. Kuehl, N88 W16521 Main
Street, P.O. Box 39, Menomonee Falls Wl 53051. KS NE SD:
Robert M. Mehlinger, Mize Houser Mehlinger and Kimes,
1 Townsite Plaza, Topeka KS 66603. AR IA MO: Mahlon
Rubin, Rubin Brown Gornstein & Co., 230 South Bemiston,
St. Louis MO 63105. Ml IL: Donald E. Schmaltz, Schmaltz
& Company, 470 American Center Building, Southfield Ml
48034. OH IN: Thomas S. Watson, Jr., Watson Rice &
Company, Lincoln Building Ste. 608, Cleveland OH 44114.

Robert A. Mellin, Hood and Strong, 555
California Street, San Francisco CA 94104. AK MT WA:
Ward F. Junkermier, Junkermier Clark Campanella &
Stevens PC, 600 Central Plaza Ste. 208, Great Falls MT
59401. OK NM TX: Edwin E. Merriman, Edwin E. Merriman
& Company, P.O. Box 48, Lubbock TX 79408. AZ CO UT:
A. Marvin Strait, Strait Schulz & Company, Holly Sugar
Building Ste. 1110, Colorado Springs, CO 80903. HI GUAM
NV OR: Sandra A. Suran, Suran & Company, 1600 SW
Cedar Hills Blvd. Ste. 100, Portland OR 97225. ID WY:
G. W. Tonkin, Tonkin Johnson & Associates Chartered,
1419 West Bannock Street Ste. B, Boise ID 83706.
□

WEST. CA:

1980 Conference Set For Miami
The Second Annual PCPS Conference will be held April
27-29 at Miami’s Omni International Hotel. The program
includes presentations by AICPA Chairman William R.
Gregory, PCPS Chairman Robert A. Mellin, and Samuel A.
Derieux, chairman of the Institute’s Special Committee
on Small and Medium Sized Firms.
The Conference opens with a reception and light
buffet at 6:00 p.m. on Sunday April 27. The next two
days include individual and panel presentations, and group
discussions, on a variety of topics specially selected to
be of particular interest to PCPS firms. Among the
subjects are recent technical pronouncements, local firm
recruiting, peer review, compilation and review, and
practice development. The Conference will qualify for
CPE credit. On Wednesday April 30, the day following
the Conference, a selection of optional CPE courses will
be available for Conference registrants. Offerings include
an AICPA course on how to conduct a peer review, and
several courses presented by the Florida Institute of CPAs.
Borrowing a technique that has been highly suc
cessful at the AICPA’s practice management conferences,
registrants will be seated at round tables with CPAs from
firms of similar size, so that all who attend will get the
most out of group discussions. There will be a special
early morning session for representatives of firms that
have not yet joined the PCPS, so their questions can be
answered without interfering with the rest of the program.
The Conference registration fee is $95.00. Details
will be mailed soon to PCPS managing partners. For
further information now, contact AICPA’s Meetings
Department.
□
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Recruiting Assistance Coming
Local practitioners often comment that they are at a
distinct disadvantage in campus recruiting. Sometimes this
is attributed to a lack of understanding on the part of some
accounting educators of the rewarding professional careers
that are available with local CPA firms. This in turn may
be caused in part by local firms’ relative lack of visibility
on campus.
A PCPS task force studied this problem in depth,
and could not escape the conclusion that the responsibility
for effective campus relationships will always remain pri
marily with the individual firms. State societies can and do
help in many ways. At the same time, the PCPS and
(partially in response to PCPS prodding) other AICPA
divisions will intensify their activities to familiarize students
and their counselors with the realities of local firm
practice.
One recent step in this direction was to add all
educator members of the Institute to the list of those who
routinely receive The Practicing CPA, a monthly publica
tion produced primarily for local practitioners. This was in
direct response to a PCPS recommendation. It should help
make accounting educators more knowledgeable and
conscious of the needs of smaller CPA firms, without
appearing to have been developed solely to convey a
partisan message.
The AICPA has always provided recruiting materials
for use by its members. Until now, however, it was
considered desirable for such materials to be relatively
even-handed — suitable for use by large firms as well as
small ones, and covering careers in government and industry
as well as in public accounting. Recently, however, in
response to a PCPS Executive Committee resolution, the
Institute has agreed to develop a recruiting brochure
designed specifically and solely for use by local accounting
firms. The Institute’s Management of an Accounting
Practice Committee has been designated to implement this,
with assistance from the PCPS, the Relations with
Educators Division, and the Institute’s public relations
staff. While PCPS was by no means alone in perceiving the
need for such a brochure, the project is under way today
largely because of your Section’s influence in behalf of its
members.
You can find practical guidance in developing your
recruiting techniques in chapter 302 of the Institute’s MAP
Handbook. Here are some other helpful articles that have
appeared recently in AICPA publications.
■ From the Journal of Accountancy: Is Your Recruiting
Program Successful? August 1978, page 58; Successful
Small Firm Recruiting, April 1977, page 49.
■ From The Practicing CPA (or its predecessor):
Developing a Campus Relations Program, February
1979; How to Select and Recruit Competent Personnel,
February 1978; The Cream of the Crop, December
1977. □

PROFESSIONAL STANDARDS — WHERE THE ACTION IS

Continued from page 1
closure requirements, such as earnings per share and
segment reporting. Although the Section certainly was
not alone in this campaign, its influence was significant.
The FASB has now exempted private companies from
these two disclosure requirements, and has adopted a
technique for mandating that large companies provide
additional disclosures that will not be required of smaller
companies. This technique involves requiring disclosures
in financial reports, but not in the financial statements
themselves.
The question of differential measurement principles
for privately held companies is more complex. Examples
are lease capitalization, and deferred tax accounting. The
PCPS will be studying this intensively, and invites
comments from member firms.
ACCOUNTING AND REVIEW SERVICES. Before
SSARS 1 was issued, PCPS argued long and hard that its
proposed independence requirements were unrealistically
rigorous and ignored the realities of local firm practice.
So far these arguments have been unsuccessful, but the
A&RS Committee is continuing to study the issue.
Subsequently, three strong recommendations were sub
mitted with respect to an early draft of SSARS 2,
Reporting on Comparative Financial Statements. The
Section requested simplification of the proposed require
ments when unaudited financials, prepared earlier in
accordance with then existing standards, were included
with compiled or reviewed statements. With respect to
audited financial statements presented with compiled or
reviewed statements, it was recommended that SSARS 2
provide specific guidance rather than side-stepping the
issue. Also pointed out was the need to indicate, again in
specific terms, how financial statements should be labeled
when different services were provided in different periods.
When SSARS 2 was issued it included substantial improve
ments in each of these areas. PCPS contributed importantly
to this.
SCOPE OF SERVICES. When the SEC Practice
Section’s Public Oversight Board announced public
hearings on this topic, the PCPS recognized the ominous
potential for a “ripple effect” that would prevent CPAs
from providing professional assistance that their privately
held clients needed and could not obtain elsewhere. The
Section prepared a carefully reasoned position paper for
the POB, and much of that paper’s rationale was evident in
the POB’s generally favorable report on the subject.
MANAGEMENT ADVISORY SERVICES. The In
stitute’s MAS Division requested comments on a number of
questions regarding revision of the existing MAS practice
standards. PCPS focused on a suggestion that the scope
of the standards be revised to make them applicable to all
management advisory services, including both structured
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engagements and unstructured consultations. The PCPS
response was unequivocal: it would be totally unacceptable
to apply these standards to informal advice and unstruc
tured consultations. While the revision of the MAS
standards has not yet been completed, the MAS division’s
response to these comments was encouraging. It seems
probable that the MAS Division will heed our counsel.
PROFESSIONAL ETHICS. Many PCPS members
feel that a number of ethics interpretations are
unduly restrictive on small firms. Rather than
attacking this problem in terms of generalities, the
Section is compiling a list of sore points, and intends
to address each one in specific terms. The Section
recently submitted recommendations with respect
to that portion of Interpretation 101-4 that relates a firm’s
independence to family relationships of staff members
located in an office participating significantly in an engage
ment, because the effect is particularly detrimental to
single-office firms. The Professional Ethics Division has
agreed to consider this problem. Meanwhile, the Section
has established an Independence Task Force to focus on
other independence problems. The views and recommenda
tions of member firms would be most welcome.
QUALITY CONTROL STANDARDS. After studying
the exposure draft of Statement on Quality Control Stand
ards 1, the Section took strong exception to the implied
requirement that every firm’s quality control policies and
procedures be documented in writing. When the Statement
was issued, this implication had been eliminated.
REPORTS BY MANAGEMENT. Commenting on the
exposure draft of the report of the Special Committee on
Reports by Management, the PCPS pointed out that the
wording did not make it sufficiently clear that these reports
were being recommended primarily for large, publicly held
companies. This was clarified before the final report was
issued.
CONTINUING PROFESSIONAL EDUCATION. The
PCPS urged the Institute’s CPE Division to make training
materials more readily available for in-house use by CPA
firms. A similar initiative was already under way within
the AICPA, but the Section’s intercession helped shape
the outcome more favorably in the interests of local
practitioners.
AUDIT AND ACCOUNTING MANUAL. One of the
PCPS’s early crusades was to get the Institute to issue
such a manual for use primarily by local practitioners. The
Section maintained intense pressure on the Institute’s staff,
and the Manual was published in July 1979.
THE PRACTICING CPA. This publication is of
particular interest to PCPS members. The Executive
Committee has monitored it closely, submitted some
suggestions for improvement, and concluded that the pub
lication provides a valid and valuable service to
practitioners.

SEC PRACTICE SECTION. About one-third of the
Section’s member firms are also members of the SECPS.
In their behalf, the PCPS petitioned the SECPS to simplify
its membership requirements for smaller firms. The
SECPS has since modified its requirements for firms with
fewer than five SEC clients. The dues and insurance
requirements are now much lower than they were, and the
PCPS may now provide administrative support for SECPS
peer reviews of such firms.

This summary only covers the cases in which PCPS
submitted formal recommendations to other Institute
divisions. Many other issues were screened and evaluated,
but the unique interests of PCPS members were sufficiently
at stake in those listed above that forceful action was
justified.
□

Government Audits To Be Scrutinized
A member of the PCPS Executive Committee was part
of the AICPA delegation that recently met with General
Accounting Office (GAO) representatives in Washington.
The meeting was prompted by a GAO study disclosing
substandard work of disturbing proportions in the
independent audits of some federal grantees.
Although a system has been in place for the past five
years whereby federal agencies could refer substandard
audits for AICPA ethics investigation, only a few cases
have been referred. The purpose of the meeting was to
discuss possible solutions.
The GAO representatives cited, among other factors,
the potential for misunderstanding between grantees and
auditors, the confusion resulting from differing audit
guides and the lack of understanding of audit requirements
by grantees.
Federal grant recipients often find it difficult to
evaluate the qualifications of firms submitting audit
proposals. Some credit may be given for a firm’s experience
and organization, and for its members’ education and
related qualifications, but the final selection seems most
frequently to be based on the lowest bid. Under these
circumstances some highly qualified firms are reluctant
to incur the expense of submitting proposals. Francis
Humphries, the PCPS representative, pointed out that
membership in the Division for CPA Firms could be used
effectively in identifying firms with a special commitment
quality.
At a subsequent meeting with the Inspectors General
of granting agencies a plan was developed whereby the
AICPA Professional Ethics Division will have access to
report files to select its own sample for review and
followup. It was also determined that there is a backlog
of apparently substandard audits which will be referred
to the AICPA.
A continuing dialog in the same spirit of cooperation
is planned to provide additional assurance of the quality
of these audits conducted by CPA firms.
□
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PEER REVIEWS GATHER MOMENTUM

Continued from page 1

Ms. Beach Meets With
PCPS Executive Committee

Their profiles are stored in a computer data bank to
facilitate matching the reviewers’ qualifications with the
practice of the firm to be reviewed. Fees for these reviews
are set at $45 an hour for team captains and $35 for
other team members (if any). These rates are reviewed
annually and may be adjusted before the 1980 season.
The cost to the reviewed firm also includes a 10%
administrative fee, plus travel expense.
Many members of the PCPS Executive Committee
recommend firm-on-firm reviews as a preferable alterna
tive, and over 150 firms have indicated an interest in
conducting such reviews. (A list is available from
AICPA’s Quality Control Review Division.) When a
review is conducted by a firm rather than an ad hoc team,
the reviewers are usually accustomed to working together
and they have a built-in disciplinary structure. This helps
the team to organize more efficiently and to avoid start
up delays. The reviewers can often rely on work program
modules that were developed in advance, enabling more
efficient field work. Another significant advantage is that
the fee arrangements can be negotiated in advance.
The New England states and the Colorado Society
of CPAs have already established PCPS peer review
programs, as have a couple of associations. More are
expected to do so before long. So far, no such reviews
have been conducted, but some are expected in 1980.

On November 9, Mary Beach, chief of the SEC’s Office
of Small Business Policy, met with the Private Companies
Practice Section’s Executive Committee. Ms. Beach
outlined her Office’s history, accomplishments, and
objectives. Basically, this group is trying to simplify
the registration and filing requirements for smaller
publicly held companies and companies that are going
public. A number of improvements have been made
recently in this area, and more are in the offing. Ms. Beach
pointed out that greater simplicity, and her Office’s
emphasis on having small companies use the SEC’s
regional offices, could help lessen the problem of displace
ment of local CPA firms when their clients go public.
Ms. Beach requested the Section’s cooperation in
quantifying certain cost factors relevant to SEC decisions
on the information that should be required of smaller
companies. These include factors such as one-time
registration costs; audited vs. unaudited costs; costs of
auditing a single year vs. two years; and the relative costs
of quarterly vs. semi-annual interims.
Ms. Beach emphasized that her Office and the SEC’s
regional offices are eager to assist smaller companies in
any way that they can. Registrants, potential registrants,
and their CPAs should not hesitate to request such
assistance.
Other subjects discussed were the effect of the SEC’s
MAS restrictions on local CPA firms and their clients,
and the impact of internal control requirements on small
businesses.
□

REQUIREMENTS SIMPLIFIED FOR MOST FIRMS

In October, the PCPS announced its revised require
ments for peer reviews of firms with generally up to 20
professionals. These firms need not prepare a formal
quality control document. Instead, they complete a
simple questionnaire that acts as a substitute for the
document. The completed questionnaire describes the
firm’s quality control system so that the reviewers may
evaluate whether it is appropriate for the firm. The
reviewers can then conduct tests to ascertain whether
the system described in the questionnaire is actually in
effective operation. The revised requirements specify
the minimum documentation that a firm requires for the
9 elements of quality control. If a firm’s documentation,
as specified, is in order, no further quality control docu
mentation is required. Recognizing that the ultimate test
of quality control effectiveness is the quality of the work
performed, the major thrust of a peer review under these
new guidelines is reviewing selected engagements. The
details of this new engagement-oriented approach are
contained in a Peer Review Manual supplement that was
distributed to all member firms October 29.
To schedule your 1980 peer review, or for further
information, contact the AICPA’s Quality Control Review
Division.
□

Mary Beach of the SEC, discussing simplified registration re
quirements with AICPA Chairman William Gregory, flanked by
Executive Committee members Harry Linowes and Robert Siskin.
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PCPS Government Liaison
The PCPS has a vital lobbying function. In most cases, this
lobbying is conducted within the profession itself. This is
appropriate for it would certainly be undesirable for the
accounting profession to be perceived by others as being
divided, with several different and even contradictory
voices speaking in its behalf.
However, the PCPS has had, and will continue to
have, occasional direct and indirect contacts with
government officials who can affect our profession.
Recently, two PCPS representatives (Chairman
Robert A. Mellin, and SEC Liaison Task Force Chairman
Harry M. Linowes) met with SEC Chairman Harold M.
Williams and Chief Accountant Clarence A. Sampson, to
discuss problems and opportunities of mutual interest.
The PCPS delegation was accompanied by AICPA
Chairman William R. Gregory and President Wallace E.
Olson. They explained to the SEC officials the role
of the PCPS, its rigorous membership and peer review
requirements, the serious concern about SEC initiatives
to make audit committees mandatory, and the “ripple
effect” by which SEC restrictions on management advisory
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services could limit private companies’ access to costeffective consultation on a variety of business matters.
After a meaningful discussion of these and related
matters, all agreed that the dialog should be not only
continued, but intensified. Some weeks later, Mary Beach,
Director of the SEC’s recently established Office of Small
Business Policy, met with the PCPS Executive Committee
(see accompanying article). Meetings with other SEC
officials are anticipated.
□

YOUR NEW PCPS REPORTER
This is the first issue of the quarterly PCPS Reporter.
The publication’s basic objective is to inform mem

ber firms of developments within the Private
Companies Practice Section without duplicating
material that more appropriately appears in other
AICPA publications. Your comments and sug
gestions are invited. Write Director, PCPS, at the
AICPA.
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